EUROPE

EUROPEAN UNION

Key Economic Indicators
[Billions of U.S. Dollars unless otherwise indicated]

1998 1999 20001

Income, Production and Employment:
Nominal GDP .....ccccooveiiiiininiiiiieicineneneeeeenen 8,3939 88,4175 89179

Real GDP Growth (pet) ..occcoevveeriieiieniieienieeeeen 2.6 2.1 3.0
GDP by Sector:
Agriculture .....coccoooceiiiiiiiieees N/A N/A N/A
Manufacturing N/A N/A N/A
Services ......... N/A N/A N/A
Government .......c..ccecceevreeniiennieennnnn. N/A N/A N/A
Per Capita GDP (thousands of US$) .......... 22.3 22.4 23.7
Labor Force (annual percentage change) ... 0.5 0.7 0.6

Unemployment Rate (pct) 9.9 9.2 8.5
Money and Prices (annual percentage growth):

Money Supply Growth (M2/M3) ......ccceevveevrerrennen. 6.3 N/A N/A
Consumer Price Inflation .........cccccoceeveveevveeennns 1.5 1.3 1.8
Exchange Rate (USD/ECU annual average) .... 1.12 1.06 N/A
Balance of Payments and Trade:

Total Exports FOB .....cccccoeviiiieiiieciee e 816.1 808.5 N/A

Exports to United States 179.1 192.5 N/A
Total Imports CIF .................... 793.5 823.7 N/A

Imports from United States . 168.7 167.4 N/A
Trade Balance ...........ccuoeeneeee. 22.6 -15.2 N/A

Balance with United States ........ 10.4 25.1 N/A
External Public Debt (pct of GDP) 69.0 67.6 65.1
Fiscal Deficit/GDP (pct) ........ 1.5 0.6 0.4
Current Balance/GDP (pct) ............ 0.9 0.2 0.1
Debt Service Payments/GDP (pct) ....... N/A N/A N/A
Gross Official Reserves (billions of US$) . 505.3 N/A N/A
Aid from United States ........ccccceeeeeuneen. N/A N/A N/A
Aid from Other Sources ........ccccocevererivenerieenenieenne N/A N/A N/A

1Estimates.

1. General Policy Framework

The European Union (EU), the largest U.S. trade and investment partner, is a
supranational organization comprised of fifteen European countries: Austria, Bel-
gium, Denmark, Finland, France, Germany, Greece, Ireland, Italy, Luxembourg, the
Netherlands, Portugal, Spain, Sweden, and the United Kingdom. It is unique in that
its member states have ceded to it increasing authority over their domestic and ex-
ternal policies, especially with the 1987 Single European Act and the 1993
“Maastricht” and 1999 “Amsterdam” treaties, all of which amended the 1958 Treaty
of Rome. Individual member state policies, however, may still present problems for
U.S. trade, in addition to EU-wide actions.

The EU’s authority is clearest in trade-related matters, particularly “traditional”
trade issues. As a long-standing customs union, the EU represents the collective ex-
ternal trade interests of its member states in the World Trade Organization (WTO).
Internally, the free movement of goods, services, capital and people within the EU
is guaranteed by the Single Market program, an effort to harmonize member state
laws in order to eliminate non-tariff barriers to these flows. Externally, with respect
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to services, investment and intellectual property rights issues, competency for policy
and negotiations is shared between the EU and its member states. However, the
European Commission enforces treaty provisions against anti-competitive practices
throughout the EU. The EU is also gaining greater competence over investment
from third countries.

The Maastricht Treaty provides for the creation of an Economic and Monetary
Union (EMU) among the EU member states which went into effect on January 1,
1999 with the launch of a single currency, the euro. The 12 participating countries
(Denmark, Sweden and the United Kingdom are currently not included) have a sin-
gle monetary policy conducted by the European System of Central Banks (ESCB),
led by the Frankfurt-based European Central Bank (ECB). Member states were gen-
erally successful in achieving the “convergence criteria” for EMU: maximum deficits
of three percent of GDP, maximum gross national debt of 60 percent of GDP, infla-
tion and interest rate levels no more than one and a half percentage points above
the average of the three lowest rates among the member states, and two years of
relative exchange rate stability. Since the euro’s launch they have adhered to their
Stability and Growth Pact’s limit on excessive budget deficits (three percent of GDP)
by seeking to achieve balanced budgets by 2002.

The Union’s budget, consisting mainly of member state contributions because the
EU has no independent taxing authority, is limited to 1.27 percent of the combined
GDP of the 15 member states. Expenditures of roughly $100 billion are divided gen-
erally among agricultural support (40 percent), “structural” policies to promote
growth in poorer regions (40 percent), other internal policies (5 percent), external
assistance (5 percent) and administrative and miscellaneous (5 percent).

2. Exchange Rate Policy

The third and final stage of EMU began on January 1, 1999 when 11 member
states irrevocably fixed their exchange rates to the euro (Greece joined the monetary
union on January 1, 2001). Financial transactions are now available in euros
through commercial banking institutions. Euro notes and coins will be introduced
on January 1, 2002, fully replacing national currencies by July 1, 2002. During the
transition period, there will be dual circulation between the euro and the respective
national currencies.

The ECB is responsible for setting monetary policy in the euro area, while na-
tional central banks will continue to conduct money market operations and foreign
exchange intervention under its direction. Per requirement of the treaty, the ECB
policy is focused on maintaining price stability. The euro follows a floating exchange
rate regime against other currencies, with the exception of the currency of Denmark
which participates in the new Exchange Rate Mechanism (ERM-2) limiting its fluc-
tuation against the euro to +2.25 percent. EMU has provisions to create additional
exchange rate arrangements, if the member states desire to do so. However, there
are no current plans to seek such arrangements.

3. Structural Policies

Single Market: The legislative program removing barriers to the free movement
of goods, services, capital and people is largely complete, although there are delays
in member state implementation of Community rules and national differences in the
interpretation of those rules. The net effect of the Single Market program has been
freer movement, fewer member state regulations for products and service providers
to meet, and real consolidation of markets. Nonetheless, some aspects of the pro-
gram have created problems for U.S. exporters (as discussed below). Furthermore,
disparate enforcement, inconsistent application and insufficient monitoring of Single
Market measures within the EU place U.S. exporters at a disadvantage because it
is often easier to enforce at the border than internally. EU efforts to remedy these
problems are notable in some areas, but resources remain severely limited.

Tax Policy: Tax policy remains the prerogative of the member states, which must
approve by unanimity any EU legislation in this domain. EU legislation to date has
been aimed at eliminating tax-induced distortions of competition within the Union.
Legislation focuses on harmonizing value-added and excise taxes, eliminating double
taxation of corporate profits, interest, and dividends and facilitating cross-border
mergers and asset transfers. The EU countries have stated their commitment to
move further toward coordination of their tax policies, including the taxation of sav-
ings interest of non-residents, in addition to agreeing to a Code of Conduct to curb
“harmful” business taxation.

4. Debt Management Policies

The EU raises funds in international capital markets, but does so largely for cash
management purposes and thus does not have any significant international debt.
The European Investment Bank, reportedly one of the world’s largest multilateral
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financing banks, also raises funds in international markets. The bank has an ex-
tremely favorable balance sheet and retains the highest credit rating. Finally, the
EU has used its borrowing power to lend to key developing countries, especially in
Central Europe and the newly independent states of the former Soviet Union. To
date, it has consistently taken a hard line on efforts to reschedule their debt.

5. Significant Barriers to U.S. Exports

Import Policies

Import, Sale and Distribution of Bananas: The United States has been engaged
for many years in efforts to resolve a long-standing dispute with the EU over its
banana import regime. The WTO found that the EU’s current regime remains WTO-
inconsistent. The United States currently has WTO-approved retaliation in place
worth 191.4 million dollars per year. The United States has tabled a number of con-
structive ideas on revised regimes that would be WTO-consistent. The European
Commission has developed proposals for member state consideration. U.S. retalia-
tion will remain in place until the EU implements a WTO-consistent banana import
regime.

Restrictions Affecting U.S. Wine Exports to the EU: Current EU regulations re-
quire imported wines to be produced only by specifically authorized oenological prac-
tices. Since the mid-1980s, U.S. wines have entered the EU market under a series
of “derogations” granting EU regulatory exemptions. The United States is negoti-
ating an agreement with the EU to ensure the EU market remains open to U.S.
wine, although progress is slow. The United States does not believe EU legislation
on “traditional expressions” (terms such as “vintage” or “tawny”) is WTO TRIPS
consistent and therefore does not believe this area is appropriate for bilateral nego-
tiation.

Services Barriers

EU Broadcast Directive: The EU’s 1989 Broadcast Directive (Television without
Frontiers) provides that a majority of entertainment broadcast transmission time be
reserved for European-origin programs “where practicable” and “by appropriate
means.” Concerns recently have surfaced in EU accession negotiations where acced-
ing countries are being held to a higher standard than are currently EU member
states. The United States continues to monitor developments with respect to the
Broadcast Directive, which is scheduled to undergo a revision in 2002.

Computer Reservation Services: U.S. Computer Reservation Systems (CRS) com-
panies have faced problems in the EU market, since several member state markets
are dominated by the CRS owned by that member state’s flag air carrier. Past cases
have eventually been resolved after U.S. government intervention or recourse to na-
tional administrative and court systems.

Acting on a complaint filed in 1996, the U.S. Department of Justice asked the EU
competition authority to investigate a range of anti-competitive practices by a Euro-
pean firm. This was the first case under the positive comity provision of the 1991
EU-U.S. Antitrust Cooperation Agreement. The EU investigation absolved two of
the EU partner firms in 1999, but issued a statement of objections to a third. The
U.S. firm and the EU firm reached a resolution of the issues between them. More-
over, the U.S. firm and other firms under investigation have reached similar agree-
ments. Based on these agreements, the Commission announced in July 2000 that
it had closed its investigation.

Airport Ground-Handling: In October 1996 the EU issued a Directive to liberalize
the market to provide ground-handling services at EU airports above a certain size
by January 1, 1998. U.S. airline companies and ground-handling service providers
welcome this development. Yet they are concerned with an exemption that allows
EU airports to continue having a monopoly service provider until January 1, 2002,
and to limit the number of firms which can provide certain services on the airport
tarmac (ramp, fuel, baggage and mail/freight handling). These potential barriers are
partially offset by more liberal bilateral air service agreements, which the United
States concluded with individual member states.

Postal Services: U.S. package and express mail service providers are concerned
about anti-competitive practices of state-owned postal monopolies in some EU mem-
ber states. Europe is in the process of progressively reducing the allowable scope
of the postal service monopoly but problems with cross-subsidization, abuse of domi-
nant position, and non-transparent regulatory oversight remain.

Standards, Testing, Labeling and Certification

EU member states still have widely differing standards, testing and certification
procedures in place for some products. These differences may serve as barriers to
free movement of these products within the EU and can cause lengthy delays in
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sales due to the need to have products tested and certified to account for differing
national requirements. Nonetheless, the advent of the EU’s “new approach”, which
streamlines technical harmonization and the development of standards for certain
product groups, based on “essential” health and safety requirements, generally
points towards the harmonization of laws, regulations, standards, testing, and qual-
ity and certification procedures within the EU. The European standardization proc-
ess, however, remains generally closed to U.S. stakeholders’ direct participation.

Businesses on both sides of the Atlantic have, in the context of the Transatlantic
Business Dialogue, highlighted the importance of standards issues in U.S.—EU trade
relations. The anticipation that EU standards legislation will eventually cover 50
percent of U.S. exports to Europe demonstrates its significance. Although some
progress has been made, U.S. exporters are still concerned with legislative delays,
inconsistent member state interpretation and application of legislation, the ill-de-
fined scope of Directives and unclear marking and excessive labeling requirements.
These problems can complicate and impede U.S. exports to the EU.

Mutual Recognition Agreements: In addition to implementing a harmonized ap-
proach to testing and certification, the EU is providing for the mutual recognition
of member state designated national laboratories to test and certify “regulated”
products. For the testing and certification of non-regulated products, the EU encour-
ages mutual recognition agreements between private sector parties. One difficulty
for U.S. exporters is that only “notified bodies” located in the EU are empowered
to grant final product approvals of regulated products. There are some U.S. labora-
tories, under subcontract to notified bodies, that can test regulated products. Yet
these laboratories must still send test reports to their European affiliates for final
product approval, which delays the process and adds costs for U.S. exporters.

On May 18, 1998 the United States and the EU signed a Mutual Recognition
Agreement (MRA) for several important sectors (medical devices, pharmaceuticals,
telecommunications, electromagnetic compatibility, electrical safety), allowing for
conformity assessments to be performed in the United States to EU standards and
vice versa. Both governments are committed to advancing joint efforts to promote
mutual recognition, equivalency and harmonization of standards. The MRA entered
into force on December 1, 1998 and is now being implemented. Under the Trans-
atlantic Economic Partnership (TEP) established at the May 1998 U.S.—EU Summit,
the United States set in motion a process to undertake negotiation of additional
%’[RAS covering the sectors of recreational craft, marine safety equipment and cali-

ration.

Biotechnology Product Approvals and Labeling: The EU’s de facto moratorium on
approval for products made from modern biotechnology is adversely affecting U.S.
exports of corn, soybeans and oilseed rape (Canada) in this area. This situation is
unlikely to improve substantially until final revision and implementation of Direc-
tive 90/220, currently not expected before mid-2002. Directive 90/220 governs EU
approval of biotechnology products, including seeds and grains, for environmental
release and commercialization. The revised 90/220 is expected to be the “template”
for revision of EU “novel foods” and “novel feeds” legislation governing food safety
assessment and labeling for processed foods and animal feeds containing bio-
technology products. While the current draft amended 90/220 does provide some
needed clarity, it remains extremely vague regarding the definitions such as moni-
toring “traceability,” labeling requirements, what information industry is expected
to provide, etc. Lack of clarity also fosters concern that EU member states will not
implement the new legislation uniformly.

Hormone-Treated Beef: The WTO has ruled consistently against the EU’s ban on
hormone-treated beef, most recently in early 1998. The EU did not come into compli-
ance by May 13, 1998 as required, citing a need to perform additional risk assess-
ments (which the WTO did not say were needed). The United States has therefore
imposed WTO-approved retaliation worth $116.8 million per year, pending EU com-
pliance. A large body of scientific evidence indicates these products are safe as used.
Discussions with the EU to resolve this matter are continuing.

Specified Risk Material (SRM) Ban: On July 30, 1997 the European Commission
adopted Commission Decision 97/534/EC, commonly known as the SRM ban. The
goal of the ban is to avoid health risks related to transmissible spongiform
encephalopathies (TSEs), such as BSE (mad cow disease) which is linked to new
variant Creutzfeldt-Jakob disease in humans. The ban prohibits the use of SRMs
(defined as the skull, tonsils, ileum and spinal cord of cattle, sheep and goats aged
over one year, and spleens of sheep and goats) in any products sold in the European
market. The original date of implementation was July 1, 1998, but this was moved
forward several times due to controversy over product sector coverage. In addition
to food and feed, the ban would have significantly affected production of pharma-
ceuticals, cosmetics, medical devices and fertilizers. In September 1999 the EU
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amended and implemented specific regulations for SRMs on medical products for
human use (Directive 99/820EC). It also provided guidelines on how companies
would comply with this Directive. Thus far, it appears U.S. companies have success-
fully complied with it.

In June 2000 Commission Decision 2000/418/EC was adopted repealing Commis-
sion Decision 97/534/EC. This new measure limits the scope of the ban to food, feed
and fertilizer and requires slaughterhouses and authorized meat cutting and proc-
essing plants in all member states, no matter their BSE status, to remove SRMs
mentioned above. The UK and Portugal, which have a higher incidence of BSE,
must also remove the entire head, thymus, spleen, intestines and spinal cord of cat-
tle over 6 months old, as well as the vertebral columns of cattle over 30 months
old. Certain slaughtering techniques that entail risk of contamination into the
bloodstream are also prohibited. The measure is effective October 1, 2000 for all EU
member states. Based on an EU evaluation of their BSE status, third countries ex-
porting food, feed or fertilizer products to the EU may be required to remove some/
all the material mentioned above, effective April 1, 2001. The EU currently recog-
nizes only New Zealand, Argentina, Norway and Paraguay as provisionally BSE-
free. The United States is provisionally recognized as low risk. Commission Decision
2000/418/EC will apply until introduction of new EU legislation on protection
against TSEs, which is currently under review by the EU Council and Parliament.

Hushkits or New Engine Modified and Recertificated Aircraft: In 1997 pressure
on EU airport authorities to reduce noise levels resulted in a Commission effort to
develop an EU-wide measure. When it became clear that it would be politically im-
possible to agree on a lower noise limit for all aircraft operating in the EU, the Com-
mission and the EU member states developed alternative legislation which effec-
tively passes the costs on to U.S. and other non-EU air carriers and to U.S. manu-
facturers of noise reduction technology (hushkits) and new engines for older U.S.
aircraft. The regulation, which entered into effect on May 4, 2000, restricts the oper-
ation and transfer of aircraft that fully comply with the performance-based standard
adopted by the International Civil Aviation Organization (ICAO), to which the EU
member states agreed. The Commission has provided no scientific analysis dem-
onstrating that the regulation would reduce noise. The United States has urged the
European Commission to revoke or indefinitely suspend the hushkits regulation and
to work within ICAO on a new multilaterally agreed standard. On March 14, 2000,
the United States asked ICAO to resolve this dispute pursuant to Article 84 of the
1944 Convention of International Civil Aviation (Chicago Convention).

New Aircraft Certification: The United States continues to be concerned by the
possibility that European aircraft certification standards are being applied so as to
1impede delivery of qualified aircraft into Europe. Processes and procedures currently
employed by the European Joint Aviation Authorities (JAA) appear cumbersome
and arbitrary, and in any event cannot be uniformly enforced in EU member states.
For example, France continues to insist on an exception to the JAA’s decision on
certification of Boeing’s new model 737 aircraft that limits the seat density of air-
craft sold to carriers in France. The JAA decision itself took an inordinately long
time, during which additional conditions were imposed progressively on the U.S.
firm. The United States desires a transparent, equitable process for aircraft certifi-
cation that is applied consistently on both sides of the Atlantic according to the rel-
evant bilateral airworthiness agreements.

The EU is moving forward with the creation of a European Aviation Safety Agen-
cy (EASA). The United States wants to ensure that decisions made by this agency
are based on technical criteria and that safety and certification functions are kept
strictly separate from commercial or economic policy considerations.

Packaging Labeling Requirements: In 1996 the Commission proposed a directive
establishing marking requirements, indicating recyclability and/or reusability, for
packaging. Due to the differences that exist between EU marking requirements and
those used by the United States and the International Standards Organization
(ISO), the United States is concerned with the additional costs and complications
both U.S. and EU firms will face, in the absence of concomitant environmental bene-
fits. The United States is also concerned with Article 4 of the proposed directive,
which would prohibit the application of other marks to indicate recyclable or reus-
able packaging. This may require some companies to create new molds solely for use
in the European market. Discussions underway in the ISO may resolve potential
problems, especially since the Commission has indicated a willingness to review the
proposed directive in light of an eventual ISO agreement.

Waste Management: In June 1999 the European Commission put forward a pro-
posed directive on waste electrical and electronic equipment (WEEE), dealing with
the take-back and recycling aspects of a wide range of electrical and electronic
equipment. A second proposed directive would ban various heavy metals and
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brominated flame retardants in new electrical and electronic equipment from Janu-
ary 1, 2008. The United States supports the objectives of proposals to reduce waste
and the environmental impact of discarded products. The administration has ex-
pressed concerns, however, about the adverse impact on trade from the proposals’
ban on certain materials used in products for which viable substitutes may not
exist, and with the provisions regarding producers’ retroactive responsibility for col-
lection and recycling of end-of-life products. U.S. and Commission waste experts
have begun an informal dialogue to discuss these and other waste issues. The U.S.
government will continue to monitor closely these proposals.

Acceleration of the Phase-Out of HCFCs: The European Commission adopted a
proposal in July 1998 to amend EU Regulation 3093/94 on substances that deplete
the ozone layer. The U.S. government actively opposed early drafts, which included
phase-outs of some hydrochlorofluorocarbons (HCFCs) by 2000 or 2001, and would
have disadvantaged U.S. producers without yielding appreciable environmental ben-
efits. The final Commission draft included a January 1, 2003 phaseout date for
HCFCs used in refrigerator foam, similar to U.S. law, thereby protecting the export
to the EU of U.S. refrigeration equipment. The Council agreed to the 2003 date in
adopting its Common Position in late December 1998, and the European Parliament
failed to muster enough support behind an attempt to accelerate the date. The pro-
posal, however, continues to disadvantage unfairly the air conditioning industry,
which must phase out its use of HCFCs by 2001,while similarly manufactured heat
pump systems received a 2004 deadline. The U.S. government will continue to mon-
itor this issue.

Investment Barriers

The European Union and its fifteen member states provide one of the most open
climates for U.S. direct investment in the world, with well-established traditions
concerning the rule of law and private property rights, transparent regulatory sys-
tems, freedom of capital movements and the like. Traditionally, member state gov-
ernments have been responsible for policies governing non-EU investment. However,
in the 1993 Maastricht Treaty, partial competence was shifted to the EU. Member
state policies existing on December 31, 1993 remain effective, but can be superseded
by EU law. In general, the EU supports the idea of national treatment for foreign
investors, arguing that any company established under the laws of one member
state must, as a “Community company,” receive national treatment in all member
states regardless of ultimate ownership. However, some restrictions on U.S. invest-
ment do exist under EU law.

Ownership Restrictions: The benefits of EU law in the aviation and maritime
areas are reserved to firms majority-owned by EU nationals.

Reciprocity Provisions: The “reciprocal” national treatment clause found in EU
banking, insurance and investment services directives allows the EU to deny a
third-country financial services firm the right to establish a new business in the EU
if it determines that the investor’s home country denies national treatment to EU
firms. U.S. firms’ right to national treatment in this area was reinforced by the EU’s
GATS commitments. The notion of reciprocity may have been taken further in the
Hydrocarbons Directive, which requires “mirror-image” reciprocal treatment where
an investor is denied a license if its home country does not permit EU investors to
engage in activities under circumstances “comparable” to those in the EU. It should
be noted, however, that thus far no U.S.-owned firms have been affected by these
reciprocity provisions.

Access to Government Grant Programs: The EU does not preclude U.S. firms es-
tablished in Europe from access to EU-funded research and development grant pro-
grams, although in practice, association with a “European” firm is helpful in win-
ning grant awards.

Anti-Corruption: In an attempt to coordinate disparate member state legislation
on anti-corruption, the Commission adopted in 1997 a discussion document sug-
gesting guidelines for the development of a coherent EU-level anti-corruption policy.
The EU has adopted a number of anti-corruption initiatives: the 1995 Convention
on the Protection of the European Communities’ Financial Interests and two subse-
quent protocols adopted in 1996 and 1997; the 1997 Convention on the Fight
Against Corruption Involving Officials of the European Communities or Officials of
Member States of the European Union; and a 1998 Joint Action on Corruption in
the Private Sector. However, several EU member states have yet to ratify the OECD
convention on anti-bribery.

Government Procurement

Discrimination in the Utilities Sector: The Utilities Directive, which took effect in
January 1993, is an effort to open government procurement within the EU. It covers
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purchases in the water, transportation, energy and telecommunications sectors. The
directive benefits U.S. firms by requiring open and objective bidding procedures, but
still discriminates against non-EU bids unless provided for in an international or
bilateral agreement. This discriminatory provision was waived for the heavy elec-
trical sector in a 1993 Memorandum of Understanding (MOU) signed between the
EU and the United States. A year later, in a new agreement, the idea of non-dis-
criminatory treatment was extended to over $100 billion of goods procurement on
each side. Much of the 1994 agreement is implemented through the 1996 WTO Gov-
ernment Procurement Agreement.

Telecommunications Market Access: Consistent with the WTO Agreement on
Basic Telecommunications Services and EU legislation requiring liberalization,
there is a general trend toward increased competition and openness in the European
telecommunications services market. Access of U.S. firms, however, varies consider-
ably from member state to member state due to uneven implementation of commit-
ments. While not specific to U.S. firms, a recent Commission investigation into
leased line pricing found that incumbent operators in several EU member states
charge excessive fees, thereby stifling investment and impeding price reduction in
internet access. In July 2000 the European Commission put forward a proposed leg-
islative package that would streamline and consolidate existing legislation while
adapting it to the requirements of the information society. As part of this package,
the Commission proposed that access to local loops be unbundled by December 2000.

Procurement policies and practices are becoming more competitive, but discrimi-
nation against non-EU bids for public procurement in the telecommunications sector
remains. In the long run, as privatization in the sector increases, this barrier will
lessen in importance, but access still may be impeded by standards, standard-set-
ting procedures, testing, certification and interconnection policies.

6. Export Subsidies Policies

Government Support for Airbus: Since the inception of the European Airbus con-
sortium in 1967, its partner governments (France, Germany, Spain and the United
Kingdom) have provided massive support to their national company partners in the
consortium to aid the development, production and marketing of large civil aircraft.
In June 2000 partners in Airbus Industrie announced the go-ahead to offer its
superjumbo A380 to airlines. Subsequently, the British government announced a
commitment of 530 million pounds to underwrite Bae System’s participation in the
development of a new Airbus project. The French government has also indicated its
willingness to provide launch aid of approximately $128 million in 2001 and over
$1 billion during the 2001-2005 period. The German government has announced its
intention to loan approximately DM 2 billion to its producers for the A380 project.
The Spanish government is considering whether to extend A380 funding to its pro-
ducers as well. The United States believes that government support of the A380
raises serious concerns about Airbus member governments’ adherence to their bilat-
eral and multilateral obligations in the sector.

The partners in Airbus Industrie struck a deal in June 2000 to turn the consor-
tium into a corporation, the Airbus Integrated Company (AIC). The United States
would be extremely concerned if in the process of creating the AIC, debts already
incurred by the consortium members were forgiven. The United States will monitor
this process closely.

Shipbuilding Subsidies: Responding to pressure from the shipbuilding industry,
the United States, in 1994, successfully brokered an OECD agreement to eliminate
subsidies that were distorting the world ship market. Following the non-ratification
of the agreement by the U.S. Senate, the EU adopted its own Shipbuilding Directive
in May 1998. This directive contains the EU’s own timeline for phasing out direct
subsidies by December 31, 2000. Although the Commission’s official position is to
eliminate direct subsidies by the end of 2000, industry in some member states is
pushing for an extension of the direct subsidies. It is therefore possible that the de-
cision to eliminate direct subsidies will be revisited.

Canned Fruit: The U.S. cling peach industry alleges that EU programs give a
competitive advantage to the EU canned fruit industry and have permitted EU
canned peaches (primarily from Greece) to displace U.S. canned peaches in the
United States and third country markets. Drawing from suggestions from the
canned fruit industries, the United States and representatives from the govern-
ments of Argentina, Australia and Chile in May 1999 presented a proposal to make
the EU canned fruit regime less trade-distorting. At that time, EU member states
were unwilling to support the suggested reforms. The United States will continue
to work closely with representatives from the canned fruit industry to develop a
strategy for addressing the issue of trade-distorting domestic support in the EU
fruit and vegetables regimes in the WTO agriculture negotiations.
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7. Protection of U.S. Intellectual Property

The EU and its member states support strong protection for intellectual property
rights (IPR). EU member states are participants of all the relevant WIPO conven-
tions. Along with the EU, they regularly join with the United States to encourage
other countries to adopt and enforce high IPR standards, including those in the
TRIPS Agreement. However, the United States has challenged several member
states on their failure to fully implement the TRIPS Agreement.

Designs: The EU agreed to compromise language on industrial designs and mod-
els legislation. In general, the Directive harmonizes national rules on design protec-
tion, but does not provide for registration and protection of spare components of
complex products (such as visible car spare parts). A regulation currently under re-
view would designate the Office for Harmonization in the Internal Market (OHIM,
also known as the Community Trademark Office) in Alicante, Spain as the EU reg-
istrar for designs.

Patents: Patent filing and maintenance fees in the EU and its member states are
expensive relative to other countries. Fees associated with the filing, issuance and
maintenance of a patent over its life far exceed those in the United States. In an
effort to introduce more reasonable costs, the European Patent Office (EPO) reduced
fees for filing by 20 percent in 1997. A series of concrete measures to improve the
framework for obtaining patent protection in the EU were outlined in a policy Com-
munication adopted by the European Commission in February 1999. As a result, in
July 2000 the Commission proposed a regulation to establish a European Commu-
nity (EC) patent that, via a single application, would be valid in all 15 member
states once granted. Commission officials expect the EC patent to be available by
October 2001. Differences of opinion among the Commission’s Directorates-General
have resulted in a delay in proposing a parallel Directive on patenting of computer
programs.

Trademarks: Registration of trademarks with the European Community trade-
mark office (official name: Office for Harmonization in the Internal Market—OHIM)
began in 1996. OHIM, located in Alicante, Spain issues a single Community trade-
mark with is valid in all 15 EU member states.

Madrid Protocol: The World Intellectual Property Organization’s (WIPO) Madrid
Protocol provides for an international trademark registration system permitting
trademark owners to register in member countries by filing a standardized applica-
tion. U.S. accession to the Protocol is now pending in the Senate. EU accession is
hampered by Spanish objections, but member states in favor of EU accession hope
to bring Spain around by the end of 2000.

Trademark Exhaustion: The trademark exhaustion principle limits a trademark
owner’s ability to resort to remedies against importers/distributors of trademarked
goods outside channels authorized by the trademark owner. The current EU regime
supports the principle of “Community exhaustion,” which allows resale of
trademarked goods within the fifteen member states once the trademark owner li-
censes their sale in any EU country.

In 1998 a European Court of Justice ruling upheld the legality of Community
trademark exhaustion within the EU. The European Commission has defended the
principle by maintaining that Community exhaustion heightens competition within
the internal market. However, member state opinion remains divided and at the in-
sistence of the U.K. and Sweden, the Commission studied the economic impact of
Community exhaustion in the member states. European discount chains prefer, and
have actively lobbied for, a system of “international exhaustion,” which limits the
trademark owner’s right to control distribution of goods once he/she licenses them
for sale anywhere in the world. The Commission’s study, completed in 1999, indi-
cated mixed results of changing to international exhaustion. The Commission plans
to consult with member states and other parties before deciding how to proceed.

Copyrights: U.S. corporate opinion is divided on proposed legislation to harmonize
copyright law in EU member states and comply with WIPO treaties. The EU-pro-
posed Directive on Copyright and Related Rights is the subject of active lobbying
by U.S. business interests. The United States has encouraged the EU to take all
stakeholders into account and develop legislation compatible with the U.S. Digital
Millennium Copyright Act. The European Parliament will review the directive for
a second time in the fall of 2000. The EP and the Council (EU member state rep-
resentatives) must agree on a compromise version of the directive before its final
adoption, expected in 2001.

8. Worker Rights

Labor legislation still remains largely the domain of individual member states.
Recent decisions taken at the Lisbon, Luxembourg, Cardiff, and Cologne EU Sum-
mit Meetings of the EU have, however, significantly increased cooperation on em-
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ployment issues. Specifically, the Luxembourg Process created a system of goals on
employment and annual reviews of each country’s progress toward meeting them.
The Cardiff Process sought to liberalize further the movements of goods, services,
and capital as a means of increasing employment in EU countries. And the Cologne
Process, in the European Employment Strategy signed at the Summit, brought the
EU’s coordination in employment and macroeconomic policies closer together. The
Lisbon Summit stressed the need for appropriate lifelong learning and training to
meet the needs of a growing information society. It also set out a goal of raising
the EU’s employment rate from 60 percent to 70 percent by 2010.

Extent of U.S. Investment in Selected Industries—U.S. Direct Investment Position Abroad on an

Historical Cost Basis—1999
[Millions of U.S. Dollars]

Category Amount

Petroletm ........cccocuviieiiiiieieeecee e 27,5634
Total Manufacturing ................. 152,400

Food and Kindred Products ..... 16,173

Chemicals and Allied Products ... 48,218

Primary and Fabricated Metals ........... 10,218

Industrial Machinery and Equipment . 19,007

Electric and Electronic Equipment ...... 14,708

Transportation Equipment ... 14,234

Other Manufacturing ... 29,842
Wholesale Trade .......... 31,396
Banking .....cccccovveeiiiiiieeiieene 18,442
Finance/Insurance/Real Estate 208,242
SEIVICES ..vveeeverieeeirieeeireeeeireeenns 40,124
Other Industries .................... 34,003
TOTAL ALL INDUSTRIES ....cccooiiiiieiieieeieeeieeeee 512,141

Source: U.S. Department of Commerce, Bureau of Economic Analysis.

AUSTRIA
Key Economic Indicators
[Millions of U.S. Dollars unless otherwise indicated]
1998 1999 20001

Income, Production and Employment:
Nominal GDP .......ccccooiviiiiiiiiiiiciiiceene
Real GDP Growth (pct)
GDP by Sector:

Agriculture .......cccoeeeeiiiiiieieeee e

4,584.3

210,897.7  208,264.9 192,618.02
2.9 2.1 3.5

4,1R6808 9(N/A03)TJT*r Manfa68;3i65
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Key Economic Indicators—Continued

[Millions of U.S. Dollars unless otherwise indicated]

1998 1999 2000

External Public Debt4 .........cccocevievinenennnnne. 31,980.8 17,925.8 13,260.4
Fiscal Deficit/GDP (pct) .................. . 2.3 2.1 1.6
Current Account Deficit/GDP (pct) ... . 2.3 2.8 3.0
Debt Service Payments/GDP (pct)5 ............. 14 0.5 14
Gold and Foreign Exchange Reserves (year-

eNd)® Lo 24,089.0 20,100.0 N/A
Aid from United States . 0 0 0
Aid from All Other Sources ..........cccceeueenen. 0 0 0

12000 figures are all estimates based on latest available data and economic forecasts in October 2000.

2The apparent decline in 1999 and 2000 figures is a result of exchange rate fluctuationsbetween the Aus-
trian Schilling (AS) and the U.S. dollar. In local AS currency, figures show an increase in both 1999 and
000.

3There is only an official rate, no parallel rates.

4Since the start of the Economic and Monetary Union (EMU) on January 1,1999, external debt is defined
as debt denominated in other currencies than the Euro.

5Debt service payments on external public debt.

6Since the start of the EMU, the Austrian National Bank’s foreign exchange reserves are part of the
Eurosystem.

Sources: Austrian Institute for Economic Research (WIFQ), Austrian Central Statistical Office, Austrian
Federal Finance Ministry, and Austrian National Bank.

1. General Policy Framework

Based on per capita GDP, Austria is the third richest EU country. Austria has
a skilled labor force and a record of excellent industrial relations. Its economy is
dominated by services, accounting for two thirds of employment, followed by the
manufacturing sectors. Small and medium-sized companies are predominant. After
previous governments had privatized most of the formerly state-owned manufac-
turing industries, the new government decided to go ahead with further privatiza-
tion, including in the banking, telecommunications and energy sectors and will also
review full privatization of its shareholdings in already partly privatized companies,
including Austrian Airlines and OMV petroleum company.

Exports of Austrian goods and services account for more than 45 percent of GDP.
Austria’s major goods export market is the EU, accounting for 63 percent of Aus-
trian exports (35 percent to Germany, 8 percent to Italy). However, given Austria’s
traditional expertise in Central and Eastern European (CEE) markets, exports to
that region have soared since 1989, accounting for 15 percent of Austrian exports
by 1999. Numerous multinationals have established their regional headquarters in
Austria as a “launching pad” to the CEE markets.

The new Conservative (OVP)-Freedom Party (FPO) government seems to be pre-
pared to break with the Austrian tradition of setting economic policy in consultation
with the so-called “Social Partnership,” consisting of the representative bodies of
business, farmers, and labor. Designed to minimize social unrest, this consensual
approach has come under criticism for slowing the pace of economic reforms. The
new government broke precedent by not consulting with the social partner institu-
tions on important economic policy decisions such as social reform and balancing the
budget. Success in implementing key reforms, particularly on budget deficit reduc-
tion, is necessary to bring Austria into closer alignment with its European partners.

As a member of the EU’s Economic and Monetary Union (EMU), Austria is re-
quired to keep its budget deficit in line with the Maastricht convergence criteria.
After successful reduction of the federal budget deficit since 1996, the budget con-
solidation process slowed in 1999 as a result of income tax reductions and increases
in so-called family allowances. In 1999, the federal budget deficit was 2.4 percent
of GDP and the total public deficit (which is the EMU criterion) 2.1 percent of GDP.
Strong economic growth and swift implementation of tax increases and pension re-
form should help the new government to limit the total public sector deficit to 1.6
percent of GDP in 2000. The new government has announced its intent to balance
the budget by 2002.

Other focuses of economic policy are introducing the single euro currency, reform-
ing the social and pension systems, implementing an ambitious privatization pro-
gram, and creating a more competitive business environment. Although Austria’s
economy has become considerably more liberal and open, foreign investors as well
as local businesses still must cope with rigidities, barriers to market entry, and an
elaborate regulatory environment in some sectors.
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2. Exchange Rate Policies

As one of the eleven EU member states participating in EMU, Austria on January
1, 1999 surrendered its sovereign power to formulate monetary policy to the Euro-
pean Central Bank (ECB). The government successfully met all EMU convergence
criteria due to austerity measures implemented in 1996-97, and is pursuing a policy
of further reducing the fiscal deficit and the public debt. The Austrian National
Bank (ANB) is a member of the European System of Central Banks (ESCB) and
supports the ESCB’s focus on maintaining price stability in formulating exchange
rate and monetary policies. On December 31, 1998, the exchange rate for the euro
was irrevocably fixed at Austrian schillings (AS) 13.7603.

In 1999, the euro, and with it the Austrian schilling, lost little ground against the
dollar. In 2000, the dollar continued to rise steadily against the schilling parallel
to its rise against the single euro currency.

3. Structural Policies

Austria’s 1995 accession to the EU forced the government to accelerate structural
reforms and to liberalize its economy. Most nontariff barriers to merchandise trade
have been removed and cross-border capital movements have been fully liberalized.

While the government continues to be a major player in the economy, the scope
of government involvement, a traditional feature of the Austrian economy, has been
significantly reduced in recent years. The amount of total government spending (fed-
eral, provincial and local governments as well as social security institutions, but not
including government holdings) as a percentage of GDP declined to 54.1 percent in
1999 from 57.4 percent in 1995. (Note: the figure for the government contribution
to GDP, as shown in the table, reflects only narrow public administration functions
and does not include social and other expenditures). The government’s plans for a
balanced budget and privatization should reduce this share further. In May 2000,
Parliament passed a law establishing legal framework for privatization of remaining
government shareholdings. Over the next three years, the government plans to sell
the Vienna airport company, Austria tobacco company, Telekom Austria, Dorotheum
auction house and bank, and others. It will also review full privatization of its
shareholdings in already partly privatized companies, including Austrian Airlines,
OMV petroleum company and Voest-Alpine steel. In August 2000, the government
sold the Postal Savings Bank. A stated policy of “maintaining the Austrian interest”
in banks and basic industries has so far not had any real effect. Foreign investors
have been successful in obtaining shares in important Austrian industry sectors, for
example the banking, telecom and energy sectors.

As a result of EU liberalization directives, the government has also moved ahead
with liberalization legislation in the telecom and energy sectors. The opening of the
market for conventional telephones on January 1, 1998 represented the final phase
of Austria’s telecom liberalization. The Austrian telecom services sector now exhibits
some degree of liberalization. The government also moved ahead with the liberaliza-
tion of the highly centralized and virtually closed electricity market. The electricity
market is now supposed to be opened by 2001, and the gas market by 2002. How-
ever, the government is likely to keep its 51-percent majority in the federal power
company “Verbund,” because selling these shares requires a two-thirds majority in
Parliament and the Social Democratic Party (SPO) refuses to approve such a move.
Preparations are also under way to liberalize the natural gas market.

In past years, the government has successfully cut red tape to make Austria more
attractive for investors. Procedures for investors to obtain necessary permits and
other approvals have been streamlined and the time for approvals cut considerably;
however, plans for implementing “one-stop-shopping” for all necessary permits have
not yet been realized due to jurisdictional problems. Approval for larger projects
could still be burdensome and lengthy. The “one-stop-shop” for business permits is
again on the agenda of the new government. Other measures planned to improve
the business climate and stimulate entrepreneurial activity include the reduction of
non-wage costs for labor, strengthening the equity market for small and medium-
sized enterprises, reducing the number of laws and regulations for business, draft-
ing a new company law, amending the bankruptcy law, reforming the Business Code
to liberalize establishing new businesses, allowing more flexible work hours and
more liberal shopping hours.

4. Debt Management Policies

Austria’s external debt management has had no significant impact on U.S. trade.
At the end of 1999, the Austrian federal government’s external debt amounted to
$17.9 billion (14 percent of the government’s overall debt) and consisted of 93 per-
cent bonds and 7 percent credits and loans. Debt service on the federal government’s
external debt amounted to $1.1 billion in 1999, or 0.5 percent of GDP and 1.2 per-
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cent of total exports of goods and services. The total public sector external debt in
1999 was not significantly higher than the federal government’s external debt. Total
gross public debt was 64.9 percent of GDP at the end of 1999 and, thus, still beyond
the 60 percent ceiling set under the Maastricht convergence criteria. Republic of
Austria bonds are rated AAA by recognized international credit rating agencies.

5. Significant Barriers to U.S. Exports

The United States is Austria’s largest non-European trading partner, contributing
5.8 percent of Austria’s total 1999 imports. The United States was Austria’s third
largest supplier worldwide after Germany and Italy. The Austrian government thus
has a clear interest in maintaining close and smooth trade ties. However, there are
a number of obstacles hindering further increases of U.S. exports to Austria.

Import License Requirements: The EU, and therefore Austria, requires import li-
censes for a number of products, first and foremost for agricultural and health prod-
ucts due to health grounds. Access of U.S. pharmaceuticals to the Austrian market
has been particularly restricted by the Austrian social insurance company
(“Hauptverband der Sozialversicherungstraeger”) that approves drugs for reimburse-
ment under Austrian health insurance regulations and favors domestic suppliers.
Pharmaceuticals not approved by that company have higher out-of-pocket costs for
patients. In general, an Austrian importer must possess an export license from the
supplier country and then obtain permission to import from the Austrian authori-
ties.

Various agricultural products are banned from the Austrian market for the same
reasons. The EU ban on beef imports from cattle treated with hormones severely
restricts U.S. exports of beef to Austria. Despite a WTO decision that the ban is in-
consistent with the rules of international trade, the EU has not lifted the ban. The
Austrian government, moreover, has ruled out a lifting of the ban in the foreseeable
future. Further, the EU has not approved any U.S. poultry plants, ruling out the
possibility of importing U.S. poultry, or products containing poultry. Finally, the EU
has not approved most genetically modified plants available in the United States;
imports of these plants or products containing these plants are not permitted. Aus-
tria has gone even further than its EU partners: Novartis corn and Monsanto BT
corn, approved by the European Commission, are not permitted in Austria.

Service Barriers: Providers of financial services such as insurance and banking
have to meet reciprocity requirements, and at least one manager of each branch or
subsidiary must have residence in Austria. Providers of legal services must submit
specific proof of their qualifications, such as university education or number of years
of practice. Potential health and social services providers are subject to an economic
test and must obtain a business permit from the local governments. Travel agencies
and tour operators require a proof of qualification and must be listed with the Aus-
trian Ministry of Economics. Under the WTO General Agreement on Trade in Serv-
ices, Austrian officials insist that Austria’s commitments on trade in professional
services extend only to intra-corporate transfers. U.S. service companies often form
joint ventures with Austrian firms to circumvent these restrictions.

Labeling requirements: Information is required for most (and all wrapped) food-
stuffs identifying the composition of the product, the manufacturer, methods of stor-
age and preparation and the quantity. Other important requirements include wash-
ing instructions on textiles, and certification of safety (the CE mark) on machines,
toys and baby accessories.

Investment barriers: Austria is in compliance with World Trade Organization
Trade Related Investment Measures (TRIMS) agreement notification. There are lim-
ited restrictions on foreign investment in Austria with regard to sectors (see next
paragraph). However, at least one manager must meet residency and other legal
qualifications. Non-residents must appoint a representative in Austria. Although not
required in order to gain access to tax incentives, performance requirements may
be imposed when foreign investors seek financial or other assistance from the Aus-
trian government. The Residence Law and the Foreign Workers Employment Law
exempt skilled U.S. labor (e.g., managers and their dependents) from an increas-
ingly restrictive quota system for residence permits.

Foreign and domestic private enterprises are free to establish, acquire, and dis-
pose of interests in business enterprises, with the exception of television, railroads,
some utilities, and state monopolies. As the government continues to pursue privat-
ization, some of these industries are gradually being opened up to private invest-
ment as well. Austria was required to open its fixed-line telecommunication market
January 1, 1998 in line with EU directives. Several competitors now offer fixed-line
service over Telekom Austria lines, which, however, still dominates fixed-line service
over the “last mile.”
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The telecommunications control authority issued an order for unbundling of the
local loop in September 2000. Competitors are supposed to negotiate with Telekom
Austria regarding conditions of local loop access, and will have recourse to the
telecoms control authority if they cannot reach agreement with the dominant car-
rier. Concerning third generation mobile telephony, the invitation for bids was
issued and the auction of up to six licenses was planned for November 2000.

The Austrian electricity market will be fully liberalized for consumers in October
2001, but the majority shares of the Austrian suppliers remain in the hands of var-
ious levels of governments. The ambitious privatization program of Austria’s new
government, approved by Parliament in May 2000, foresees full or partial privatiza-
tion of many important Austrian companies. Overall costs in Austria are similar to
those in France and Italy, lower than in Germany and Japan, but higher than in
the United States, Canada and the U.K.

Government Procurement: Austria is a party to the WTO Government Procure-
ment Agreement; Austria’s Federal Procurement Law was amended in January
1997 to bring its procurement legislation in line with EU guidelines, particularly on
services. In defense contracts, offset agreements are common practice. U.S. firms
have reported experiencing a strong pro-EU bias in government contract awards,
and a similar pro-EU bias (in some instances an even more narrow call for “Aus-
trian solutions”) has also appeared to play a role in some privatization decisions.
In a recent procurement case, however, the U.S. firm Sikorsky was able to secure
a major contract for “Blackhawk” helicopters over European competitors, in a hard-
fought competition in which offsets were a major factor.

Customs Procedures: There are no particularly burdensome procedures. However,
in order with the EU Generalized System of Preferences, a customs declaration
must be made in order to bring goods from a third country to Austria. Depending
on the product and the country of origin, specific evidence must be included.

6. Export Subsidies Policies

The government provides export promotion loans and guarantees within the
framework of the OECD export credit arrangement and the WTO Agreement on
Subsidies and Countervailing Measures. The Austrian Kontrollbank (AKB), Aus-
tria’s export financing agency, administers the government’s export guarantees.
Credits under the AKB’s export financing scheme are provided in conformity with
the rules of the OECD Arrangement on Guidelines for Officially Supported Export
Credits (“Consensus”). The AKB operates a transparent export guarantee system by
publishing conditions and eligible country lists.

7. Protection of U.S. Intellectual Property

The legal system protects secured interests in intellectual property rights, includ-
ing patents, trademarks and copyrights. Austria is a party to the World Intellectual
Property Organization and several international intellectual property conventions,
such as the European Patent Convention, the Paris Industrial Property Convention,
the Madrid Trademark Agreement, the Budapest Treaty on the International Rec-
ognition of the Deposit of Microorganisms for the Purpose of Patent Procedure, the
Universal Copyright Convention, the Brussels Convention Relating to the Distribu-
tion of Program-carrying Signals transmitted by Satellite, and the Geneva Treaty
on the International Registration of Audiovisual Works. In the World Trade Organi-
zation Treaty on Intellectual Property (WTO TRIPS) negotiations Austria prefers
the “first-to-file,” and not the U.S.-favored “first-to-invent” principle; further, initia-
tives should be encouraged to promote trade of property protected by copyright, ac-
cording to Austrian negotiators.

Patents: In compliance with the WTO TRIPS agreement obligations, Austria ex-
tended patent terms on inventions to 20 years after application. However, the Par-
liament has delayed the decision on a patent law amendment that would have im-
plemented the 1998 EU guideline on the protection of biotechnological inventions.
This amendment would strengthen regulations on patent offences and compensa-
tion, and the obligations to give information.

Copyrights: The copyright law grants the author the exclusive right to publish,
distribute, copy, adapt, translate, and broadcast his work. Infringement proceedings,
however, can be time consuming and complicated. A special problem under Austrian
copyright law is that “tourist establishments” (hotels, inns, bed and breakfast estab-
lishments, etc.) may show cinematographic works or other audiovisual works, in-
cluding videos, to their guests without prior authorization from the copyright holder.
The United States holds this provision to be inconsistent with Austria’s obligations
under the Bern Convention and TRIPS. Following bilateral U.S.-Austrian talks in
1997, the Austrian Arbitration Commission determined the rates to be paid for such
public showings. Austria considers this step sufficient compensation for the interests
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of the copyright holders and in compliance with both the Bern Convention and the
TRIPS agreement. The United States has expressed reservations to this position.
Austrian copyright law also requires that a license fee be paid on imports of home
video cassettes and broadcasting transmissions. Of these fees, 51 percent are paid
into a fund dedicated to social and cultural projects. In the view of the United
States, the copyright owners should receive the revenues generated from these fees
and any deductions for cultural purposes should be held to a minimum.

New Technologies: Due to the alleged possibility of patenting genes, plants and
animals, Austria is reluctant to implement the EU directive 98/44/EG on the protec-
tion of biotechnological inventions. The delay may infringe U.S. investments. Con-
tent piracy on the Internet is another growing problem although the copyright law
is fully applicable in this regard. However the Austrian courts are hesitant to en-
force the law against the pirates.

American investors are entitled to the same kind of protection under Austrian
patent and copyright legislation as are Austrian nationals. Intellectual property
problems do not specifically affect U.S. trade. Austria was not mentioned in the U.S.
government’s “Special 301” review in 2000.

8. Worker Rights

a. The Right of Association: Workers have the constitutional right to form and join
unions without prior authorization. All 13 national unions belong to the Austrian
Trade Union Federation (OGB), which has a highly centralized leadership structure
that does, de facto, not allow the formation of other independent unions. Although
the right to strike is not provided explicitly in the Constitution, it is universally rec-
ognized. Labor participates in the “social partnership,” in which the leaders of Aus-
tria’s labor, business, and agricultural institutions jointly try to influence legislation
on social and economic issues. Under the current government their impact is de-
creasing.

b. The Right to Organize and Bargain Collectively: Unions have the right to orga-
nize and bargain collectively. Almost all large companies, private or state-owned,
are organized. Worker councils operate at the enterprise level, and workers are enti-
tled by law to elect one-third of the members of supervisory boards of major compa-
nies. Collective agreements covering wages, benefits and working conditions are ne-
gotiated exclusively by the OGB with the National Chamber of Commerce and its
associations, which represent the employers. All workers except civil servants are
required to be members of the Austrian Chamber of Labor, a public body that is
enabled to act for workers’ rights along with the OGB.

c. Prohibition of Forced or Compulsory Labor: Forced or compulsory labor is pro-
hibited by law, and this prohibition is enforced effectively.

d. Minimum Age for Employment of Children: The minimum legal working age
is 15. The law is enforced effectively.

e. Acceptable Conditions of Work: There is no legally mandated minimum wage.
Instead, nationwide collective bargaining agreements set minimums by job classi-
fication for each industry. Workers as well as the jobless are entitled to a variety
of generous social benefits that guarantee a high standard of living on average. Over
half of the workforce works a maximum of either 38 or 38.5 hours per week, al-
though the legal workweek has been established at 40 hours. The Labor
Inspectorate ensures the effective protection of workers by requiring companies to
meet Austria’s extensive occupational health and safety standards.

f. Rights in Sectors with U.S. Investment: Labor laws tend to be consistently en-
forced in all sectors, including the automotive sector, in which the majority of U.S.
capital is invested.

Extent of U.S. Investment in Selected Industries—U.S. Direct Investment Position Abroad on an
Historical Cost Basis—1999

[Millions of U.S. Dollars]

Category Amount
Petroleum ............... (1)
Total Manufacturing ............. 1,115
Food and Kindred Products ..... 31
Chemicals and Allied Products .. 53
Primary and Fabricated Metals ............. 1
Industrial Machinery and Equipment ... 67

Electric and Electronic Equipment ........ 413
Transportation Equipment ............ 351
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Extent of U.S. Investment in Selected Industries—U.S. Direct Investment Position Abroad on an
Historical Cost Basis—1999——Continued

[Millions of U.S. Dollars]

Category Amount
Other Manufacturing ..........ccceeeeeeevieeeniieeeniieeenieeenns 198
Wholesale Trade .......... 603
Banking ......ccccoeeveviiiiieniiene 1)
Finance/Insurance/Real Estate 140
Services .......c........ 158
Other Industries .................... -65
TOTAL ALL INDUSTRIES ....ccocooiiiieiieeeeeieeeie e 3,696
(1) Suppressed to avoid disclosing data of individual companies.
Source: U.S. Department of Commerce, Bureau of Economic Analysis.
BELGIUM
Key Economic Indicators
[Billions of U.S. Dollars unless otherwise indicated]
1998 1999 20001
Income, Production and Employment:
GDP (at current prices)2 ........ccccecveereveenieneeenieennnns 247.6 222 230
Real GDP Growth (pct)3 ....occeeviiiviiiiiiieeieeieeee 2.8 1.7 3.5
GDP by Sector (pct):
AGriculture .......cccceeeecviieeiiieeceeeee s 1.2 N/A N/A
CONStruCtION .....cevevvieeriieeeieeeeieeeeeeeeereeeeeree e 6.2 N/A N/A
ENErgy .oooooeiiiieieeeee e 4.4 N/A N/A
Industry .... 17.8 N/A N/A
Services ........cccuveeneen. 52.6 N/A N/A
Nontradable Services ......... 17.7 N/A N/A
Real Per Capita GDP (US$)% ....cccoveveeeireieieienne 24,274 21,658 22,416
Labor Force (0008) ....ccoovvreeeeeeeiiireieeeeeeecieeeeee e 4,315 4,330 4,341
Unemployment Rate (pct) ....occeeeeveevieeiiieniieiiieniees 9.5 9.0 8.5
Money and Prices (annual percentage growth):
Money Supply Growth (M2) .....c.ccoeevvienieniieiienen. 5.5 5.5 N/A
Consumer Price Inflation .........cccccoeeveeveiieeecieeennnnen. 1.0 1.1 2.1
Exchange Rate (BF/US$) ...ccocoovveveieieeeiceieieeeens 36.45 37.73 41
Balance of Payments and Trade:
Total Exports FOB5 ......ccccooiiiiiiiiiieeeeeieeeeen 173.3 165.4 166.3
Exports to United States® .......cccccevvveeeveeeecnnnne 7.1 8.2 9.0
Total Imports CIF5 .................. 160.7 150.3 140.8
Imports from United States® 11.2 11.3 12.3
Trade Balance?® .........ccccceevveennns 12.8 13.8 14.5
Balance with United States ¢ 4.1 -3.1 -3.3
Current Account/GDP (pct) ..... 4.1 4.2 4.1
External Public Debt ............. 10.6 11.2 N/A
Debt Service Payments/GDP N/A N/A N/A
Fiscal Deficit/GDP (pct) ........ -1.0 -0.9 -0.5
Aid from United States ...... 0 0 0
Aid for All Other Sources ........ccccceeeveeeecveeescveennnns 0 0 0

12000 figures are all estimates based on monthly data available in October 2000.

2GDP at factor cost

3 Percentage changes calculated in local currency
4At 1985 prices

5Merchandise trade. Government of Belgium data.

Source: U.S. Department of Commerce and U.S. Census Bureau; exports FAS, imports customs basis.
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1. General Policy Framework

Major Trends and Outlook

Belgium possesses a highly developed market economy, the tenth largest among
the OECD industrialized democracies. The service sector generates more than 70
percent of GDP, industry 25 percent and agriculture two percent. Belgium ranked
as the eleventh-largest trading country in the world in 1999, with exports and im-
ports each equivalent to about 70 percent of GDP. Eighty percent of Belgium’s trade
is with other European Union (EU) members. Seven percent is with the United
States. Belgium imports many basic or intermediate goods, adds value, and then ex-
ports final products. The country derives trade advantages from its central geo-
graphic location, and a highly skilled, multilingual and industrious workforce. Over
the past 30 years, Belgium has enjoyed the second-highest average annual growth
in productivity among OECD countries (after Japan).

Throughout the late 1970s and the 1980s, Belgium ran chronic budget deficits,
leading to a rapid accumulation of public sector debt. By 1994, debt was equal to
137 percent of GDP; since then, however, the country has made substantial progress
in reducing the debt and balancing its budget. Belgium has largely financed its
budget deficits from domestic savings. Foreign debt represents less than 10 percent
of the total and Belgium is a net creditor on its external account.

Belgium’s macroeconomic policy since 1992 has aimed at reducing the deficit
below three percent of GDP and reversing the growth of the debt/GDP ratio in order
to meet the criteria for participation in Economic and Monetary Union (EMU) set
out in the EU’s Maastricht Treaty. On May 1, 1998 Belgium became a first-tier
member of the European Monetary Union. The government’s 2000 budget projects
a 0.9 percent deficit and continues the debt reduction policies with the aim of
achieving a debt/GDP ratio of 110 percent by the end of the year.

Economic growth this year is mainly created through higher exports and in-
creased domestic demand, as well as by increased investments. Wage costs seem to
be under control, and unemployment is expected to come down from 9 percent in
1999 to 8.5 percent in 2000. However, the 8.5 percent is an average figure which
glosses over significant differences, both between demand and supply as well as be-
tween regions.

Belgium’s unemployment situation improved slowly last year. Standardized EU
data put Belgium’s unemployment rate at 8.5 percent in June 2000, 1 percent below
the EU’s average. However, strong regional differences in unemployment rates per-
sist, with rates in Wallonia and Brussels being two to three times higher than in
Flanders. Although wage growth has been very modest since 1994, wage levels re-
main among the highest in Europe.

In 1993, Belgium completed its process of regionalization and became a federal
state consisting of three regions: Brussels, Flanders and Wallonia. Each region was
given substantial economic powers, including trade promotion, investment, indus-
trial development, research and environmental regulation.

Principal Growth Sectors

Sectoral growth in the Belgian economy reflects macroeconomic trends. Industry
sectors that are oriented towards foreign markets, in particular those in the semi-
finished goods sector such as iron and steel, non-ferrous metals and chemicals are
very sensitive to foreign business cycle developments. Business investment is ex-
pected to increase by 4.7 percent in 2000. The capital goods sector in particular is
benefiting from strong investment demand in Belgium. This year, the National
Bank of Belgium reported a record level in Belgium’s business cycle, caused by a
marked improvement in both trade and manufacturing industry. In the construction
sector, the economic climate is stable. The fact that both the semi-manufactured
goods and the consumer goods sector are still on an upward trend, show that the
economy is still on a fairly high growth path.

Government Role in the Economy

On May 1, 1998 Belgium became a first-tier member of the European Monetary
Union. Belgium will gradually shift from the use of the BF to the use of the euro
as its currency by January 1, 2002. On January 1, 1999 the definitive exchange rate
between the euro and the BF was established at BF 40.33.

Since 1993, the Belgian government has privatized BF 280 billion worth of public
sector entities; in 1999, the government did not raise any further money through
privatization, although it is now actively pursuing public private partnerships
(PPPs). Further privatization of the last two enterprises with a strong public sector
stake, Sabena and Belgacom, will probably occur before the end of this coalition’s
term, i.e. 2003.
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Balance of Payments Situation

Belgium’s current account surplus stagnated in 2000: at 4.1 percent of GDP, it
was well above the EU average of 1.5 percent of GDP, and one of the largest in
the OECD area. The surplus largely reflects a strong trade balance: exports picked
up in response to more buoyant economic conditions in EU countries, and to a sig-
nificant improvement in cost-price competitiveness. The impact of the East Asian
crisis was limited, given that Belgium’s exports to these countries, including Japan,
represent only five percent of total exports.

Infrastructure Situation

Belgium has an excellent transportation network of ports, railroads and highways,
including Europe’s second-largest port, Antwerp. Major U.S. cargo carriers have cre-
ated at Brussels-Zaventem airport one of the first European hub-and-spoke oper-
ations.

2. Exchange Rate Policy

On May 1, 1998 Belgium became a first-tier member of the European Monetary
Union. Belgium will gradually shift from the use of the BF to the use of the euro
as its currency by January 1, 2002. On January 1, 1999 the definitive exchange rate
between the euro and the BF was established at BF 40.33.

3. Structural Policies

Belgium is a very open economy, as witnessed by its high levels of exports and
imports relative to GDP. Belgium generally discourages protectionism. The federal
and some regional governments actively encourage foreign investment on a national
treatment basis.

Tax policies: Belgium’s tax structure was substantially revised in 1989. The top
percent in marginal rate on wage and salary income is 55 percent. Corporations (in-
cluding foreign-owned corporations) pay a standard income tax rate of 39 percent.
Small companies pay a rate ranging from 29 to 37 percent. Branches and foreign
offices pay income tax at a rate of 43 percent, or at a lower rate in accordance with
the provisions contained in a double taxation treaty. Under the present bilateral
treaty between Belgium and the United States, that rate is 39 percent.

Despite the reforms of the past years, the Belgian tax system is still characterized
by relatively high rates and a fairly narrow base resulting from numerous exemp-
tions. While indirect taxes as a share of total government revenues are lower than
the EU average, personal income taxation and social security contributions are par-
ticularly heavy. This year, the federal government announced several measures
aimed at gradually reducing the personal income taxes. However, the impact of
these will only be measurable before the next general elections in 2003. Total taxes
as a percent of GDP are the third highest among OECD countries. Moreover, phar-
maceutical manufacturers are saddled with a unique turnover tax of six percent.
Taxes on income from capital are by comparison quite low; since October 1995, the
tax rate on interest income is 15 percent, and the tax rate on dividends is 25 per-
cent for residents. There is no tax on capital gains.

Belgium has instituted special corporate tax regimes for coordination centers, dis-
tribution centers and business service centers (including call centers) in recent years
in order to attract foreign investment. These tax regimes provide for a “cost-plus”
definition of income for intragroup activities and have proven very attractive to U.S.
firms, but are now being targeted by the European Commission as constituting un-
fair competition with other EU member states.

Regulatory policies: The only areas where price controls are effectively in place
are energy, household leases and pharmaceuticals. Only in pharmaceuticals does
this regime have a serious impact on U.S. business in Belgium. American pharma-
ceutical companies present in Belgium have repeatedly expressed their serious con-
cerns about delays in product approvals and pricing, as well as social security reim-
bursement. Discussions on this subject are now ongoing between industry represent-
atives and the Belgian government.

4. Debt Management Policies

Belgium is a member of the G—10 group of leading financial nations, and partici-
pates actively in the IMF, the World Bank, the EBRD and the Paris Club. Belgium
1s also a significant donor of development assistance. It closely follows development
and debt issues, particularly in Central Africa and some other African nations.

Belgium is a net external creditor, thanks to the household sector’s foreign assets,
which exceed the external debts of the public and corporate sectors. Only about 10
percent of the Belgian government’s overall debt is owed to foreign creditors.
Moody’s top Aal rating for the country’s bond issues in foreign currency reflects Bel-
gium’s integrated position in the EU, its significant improvements in fiscal and ex-
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ternal balances over the past few years, its economic union with the financial power-
house Luxembourg, and the reduction of its foreign currency debt. The Belgian gov-
ernment has no problems obtaining new loans on the local credit market.

5. Significant Barriers to U.S. Exports

From the inception of the EU’s single market, Belgium has implemented most,
but not all, trade and investment rules necessary to harmonize with the rules of
the other EU member countries. Thus, the potential for U.S. exporters to take ad-
vantage of the vastly expanded EU market through investments or sales in Belgium
has grown significantly. However, some barriers to services and commodity trade
still exist.

Telecommunications: Although Belgium fully liberalized its telecommunications
services in accordance with the EU directive on January 1, 1998, some barriers to
entry still persist. New entrants to the Belgian market complain that current legis-
lation is not transparent, that the interconnect charges they pay to Belgacom (the
former monopolist, 51 percent government-owned) remain high and that BIPT, the
Belgian telecoms regulator, is not truly independent. Further privatization of
Belgacom, expected in 2001, may enhance the increasingly competitive environment
and lend more independence to the regulator.

Ecotaxes: The Belgian government has adopted a series of ecotaxes in order to re-
direct consumer buying patterns towards materials seen as environmentally less
damaging. These taxes may raise costs for some U.S. exporters, since U.S. compa-
nies selling into the Belgian market must adapt worldwide products to various EU
member states’ environmental standards.

Retail Service Sector: Some U.S. retailers, including Toys’R’ Us and McDonalds,
have experienced considerable difficulties in obtaining permits for outlets in Bel-
gium. Current zoning legislation is designed to protect small shopkeepers, and its
application is not transparent. Belgian retailers suffer from the same restrictions,
but their existing sites give them strong market share and power in local markets.

Pharmaceutical Pricing: Pharmaceutical products are under strict price controls
in Belgium. Furthermore, since 1993, procedures to approve new life-saving medi-
cines for reimbursement by the national health care system have slowed down
steadily, to an average of 410 days, according to the local manufacturers group of
pharmaceutical companies. The EU’s legal maximum for issuance of such approvals
remains 180 days. A six percent turnover tax is charged on all sales of pharma-
ceutical products. There is a price freeze on reimbursable products and a required
price reduction on drugs on the market for 15 years. Discussions on this subject are
now ongoing between industry representatives and the Belgian Government.

Public Procurement: In January 1996 the Belgian government implemented a new
law on government procurement to bring Belgian legislation into conformity with
EU directives. The revision has incorporated some of the onerous provisions of EU
legislation, while improving certain aspects of government procurement at the var-
ious governmental levels in Belgium. Belgian public procurement still manifests in-
stances of poor public notification and procedural enforcement, requirements for off-
sets in military procurement and nontransparency in all stages of the procurement
process.

Broadcasting and Motion Pictures: Belgium voted against the EU broadcasting di-
rective (which requires a high percentage of European programs “where practical”)
because its provisions were not, in the country’s view, strong enough to protect the
fledgling film industry in Flanders. The Flemish (Dutch-speaking) region and the
francophone community of Belgium have local content broadcasting requirements
for private television stations operating in those areas. The EU has taken the Wal-
loon and Flemish communities to the European Court of Justice concerning these
requirements. TNT has experienced considerable problems in arranging distribution
of its signal on Belgian cable, while NBC and Viacom, which have a majority inter-
est in the British-based TV 4 channel, face similar problems with broadcasting au-
thorities in Flanders.

6. Export Subsidies Policies

There are no direct export subsidies offered by the Belgian government to indus-
trial and commercial entities in the country, but the government (both at the federal
and the regional level) does conduct an active program of trade promotion, including
subsidies for participation in foreign trade fairs and the compilation of market re-
search reports. All of these programs are offered to both domestic and foreign-owned
exporters. Also, the United States has raised with the Belgian government and the
EU Commission concerns over subsidies via an exchange rate program to Belgian
firms producing components for Airbus.
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7. Protection of U.S. Intellectual Property

Belgium is party to the major intellectual property agreements, including the
Paris, Bern and Universal Copyright Conventions, and the Patent Cooperation Trea-
ty. Nevertheless, according to industry sources, an estimated 20 percent of Bel-
gium’s video cassette and compact disc markets are composed of pirated products,
causing a $200 million loss to the producers. For software, the share of pirated cop-
ies has dropped from 48 to 39 percent in one year, still representing a loss of $570
million to the industry.

Copyright: On June 30, 1994 the Belgian Senate gave its final approval to the re-
vised Belgian copyright law. National treatment standards were introduced in the
blank tape levy provisions of the new law. Problems regarding first fixation and
nonassignability were also solved. The final law states that authors will receive na-
tional treatment, and allows for sufficient maneuverability in neighboring rights.
However, if Belgian right holders benefit from less generous protection in a foreign
country, the principle of reciprocity applies to the citizens of that country. This is
the case for the United States, which does not grant protection of neighboring rights
to Belgian artists and performers, nor to Belgian producers of records and movies.
As a consequence, U.S. citizens in Belgium are subject to the same restrictions.

Patents: A Belgian patent can be obtained for a maximum period of twenty years
and is issued only after the performance of a novelty examination.

Trademarks: The Benelux Convention on Trademarks established a joint process
for the registration of trademarks for Belgium, Luxembourg and the Netherlands.
Product trademarks are available from the Benelux Trademark Office in The
Hague. This trademark protection is valid for ten years, renewable for successive
ten-year periods. The Benelux Office of Designs and Models will grant registration
of industrial designs for 50 years of protection. International deposit of industrial
designs under the auspices of the World Intellectual Property Organization (WIPO)
is also available.

8. Worker Rights

a. The Right of Association: Under the Belgian constitution, workers have the
right to associate freely. This includes freedom to organize and join unions of their
own choosing. The government does not hamper such activities and Belgian workers
in fact fully and freely exercise their right of association. About 63 percent of Bel-
gian workers are members of labor unions. This number includes employed, unem-
ployed and workers on early pension. Unions are independent of the government,
but have important links with major political parties. Unions have the right to
strike and strikes by civil servants and workers in “essential” services are tolerated.
Truckers, railway workers, air controllers, ground handling and Sabena personnel
have conducted strikes in recent years without government intimidation. Despite
government protests over wildcat strikes by air traffic controllers, no strikers were
prosecuted. Also, Belgian unions are free to form or join federations or confed-
erations and are free to affiliate with international labor bodies.

b. The Right to organize and Bargain Collectively: The right to organize and bar-
gain collectively is recognized, protected and exercised freely. Every other year, the
Belgian business federation and unions negotiate a nationwide collective bargaining
agreement covering 2.4 million private-sector workers, which establishes the frame-
work for negotiations at plants and branches. Public sector workers also negotiate
collective bargaining agreements. Collective bargaining agreements apply equally to
union and non-union members, and over 90 percent of Belgian workers are covered
by collective bargaining agreements. Under legislation in force, wage increases are
limited to a nominal 5.9 percent for the 1999-2000 period. The law prohibits dis-
crimination against organizers and members of unions, and protects against termi-
nation of contracts of members of workers’ councils, members of health and safety
committees, and shop stewards. Effective mechanisms such as the labor courts exist
for adjudicating disputes between labor and management. There are no export proc-
essing zones.

¢. Prohibition of Forced and Compulsory Labor: Forced or compulsory labor is ille-
gal and does not occur. Domestic workers and all other workers have the same
rights as non-domestic workers. The government enforces laws against those who
seek to employ undocumented foreign workers.

d. Minimum Age for Employment of Children: The minimum age for employment
of children is 15, but schooling is compulsory until the age of 18. Youth between
the ages of 15 and 18 may participate in part-time work/part-time study programs
and may work full-time during school vacations. The labor courts effectively monitor
compliance with national laws and standards. There are no industries where any
significant child labor exists.
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e. Acceptable Conditions of Work: the current monthly national minimum wage
rate for workers over 21 is BF44,209 ($1,142); 18-year-olds can be paid 82 percent
of the minimum, 19-year-olds 88 percent and 20-year-olds 94 percent. The Ministry
of Labor effectively enforces laws regarding minimum wages, overtime and worker
safety. By law, the standard workweek cannot exceed 40 hours and must include
at least one 24-hour rest period. Comprehensive provisions for worker safety are
mandated by law. Collective bargaining agreements can supplement these laws.

f. Rights in Sectors with U.S. Investment: U.S. capital is invested in many sectors
in Belgium. Worker rights in these sectors do not differ from those in other areas.

Extent of U.S. Investment in Selected Industries—U.S. Direct Investment Position Abroad on an
Historical Cost Basis—1999

[Millions of U.S. Dollars]

Category Amount
Petroletm ........cccocuviieiiiiieieeecee e 109
Total Manufacturing ................. 7,176
Food and Kindred Products ..... 1,037
Chemicals and Allied Products ... . 4,176
Metals, Primary and Fabricated . 132
Machinery, except Electrical .......... 205
Electric and Electronic Equipment 328
Transportation Equipment ... 331
Other Manufacturing ... 966
Wholesale Trade .......... 3,456
Banking .....cccccovveeiiiiiieeiieene 365
Finance/Insurance/Real Estate 3,728
SEIVICES ..vveeeverieeeirieeeireeeeireeenns 2,593
Other Industries ..........c......... —142
TOTAL ALL INDUSTRIES ....cccooiiiiieiieieeieeeieeeee 17,285
Source: U.S. Department of Commerce, Bureau of Economic Analysis, July 2000
BULGARIA
Key Economic Indicators
[Billions of U.S. Dollars unless otherwise indicated]
1998 1999 20001
Income, Production and Employment:
Nominal GDP .......ccooiiiiiiiiiiiiineeeeeeieee 12.3 12.4 12.9
Real GDP Growth (pct) 3.5 2.4 4.5
GDP by Sector: 2
AGriculture .....ccccoevieeiiiiie e 2.3 1.9 N/A
Manufacturing ... 3.1 2.9 N/A
Services ........cccueeeunen. 5.5 6.1 N/A
Per Capita GDP (US$) 1,484 1,510 1,600
Labor Force (000s) .............. 3,619 3,598 3,658
Unemployment Rate (pct)3 .....cccoovveeecveeeeciieeeciieeenns 12.2 13.8 18
Money and Prices (annual percentage growth):
Money Supply Growth (M2) .....ccccoceeviinievenennieneene 10.1 5.3 N/A
Consumer Price Inflation .........ccccccoevvveeeiieeeiieeennnen. 1.0 6.2 6
Exchange Rate (Leva/US$ annual average)4
Official .ooceeeviiiiiiiiee 1,760 1.8 1.8
Parallel ..o N/A N/A N/A
Balance of Payments and Trade:
Total Exports FOB ......ccccooviiiiiiiiieieeeeiee s 4.2 4.0 4.5
Exports to United States (US$ millions)5 . 219 200 198
Total Imports CIF ........ccccecoviiieieieeiee e 5.0 5.5 5.8
Imports from United States (US$ millions)?5 ...... 115 103 114
Trade Balance .......cccccoceeviiniienieriiinicceeniceece. -0.8 -1.5 -1.3
Balance with United States (US$ millions)5 ...... 104 97 84
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Key Economic Indicators—Continued

[Billions of U.S. Dollars unless otherwise indicated]

1998 1999 2000
External Public Debt .........ccocceeviiiiiiniiiiiiieeee. 10.2 10 10.4
Fiscal Deficit/GDP (PCt) .c.eeovereeneneeiinieieneeieneene -9 9 1.5
Current Account Balance/GDP (pct) . . -5 -5.4 -4.5
Debt Service Payments/GDP (pct) .... . 9.7 7.9 9.8
Gold and Foreign Exchange Reserves .................... 3.1 3.2 3.4
Aid from United States (US$ millions)® ................. 41.4 39.8 63.4
Aid from All Other Sources (Euro millions)7 .......... N/A 50.5 250

12000 figures are annualized GOB estimates based on 6 to 9 months of data, unless otherwise stated.

2Sectoral GDP data is unavailable, but gross value added by sector is provided for 1998 and 1999.

3 Annual average.

4In July July 1999, the currency was redenominated replacing 1000 old leva with one new lev. Although
the average lev/dollar exchange rate has been 2.04 during the first half of 2000, the government has not re-
vised its projected 2000 exchange rate.

5For January to June 2000, exports (free alongside ship basis) to the United States were $ 99 million; im-
ports (customs value) amounted to $ 57 million. Source: U.S. Department of Commerce.

6Both USAID and DOD provided assistance. For Fiscal 2000, USAID assistance includes $32 million in
seed money, primarily for economic restructuring, democracy building, support for the social sector, and im-
proving laws and law enforcement. For Fiscal 2000, total DOD assistance is projected at $6.8 million. For
Fiscal 1999, total DOD assistance totaled $10.4 million ($5.7 million in Fiscal 1998).

7 Assistance provided by the European Union. The Phare program extended 865.5 million Euro between
1989-1999. EU assistance in 2000 includes two new programs: Instrument for Structural Policies for Pre-Ac-
cession (ISPA) providing 100 million Euro and Special Accession Program for Agriculture and Rural Develop-
ment (SAPARD) providing 52 million Euro.

1. General Policy Framework

Since April 1997 Bulgaria has been led by a reform-minded government, the
Union of Democratic Forces (UDF). The UDF has enjoyed a solid majority in Par-
liament, which has facilitated implementation of a far-reaching program of economic
reform. Following a severe economic crisis in 1996 and early 1997, the Bulgarian
government and the International Monetary Fund (IMF) devised a stabilization pro-
gram centered on a currency board arrangement.

The program has succeeded in stabilizing the economy. Inflation was cut from
nearly 600 percent in 1997 to only 6.2 percent in 1999. Official reserves rebounded
from $400 million in January 1997 to $3.2 billion at the end of 1999. Prudent fiscal
policy has limited budget and current deficits. In 1999, the government ran a budget
deficit of 1 percent of GDP, a figure expected to rise slightly to 1.5 percent of GDP
in 2000. Rating agencies have upgraded Bulgaria’s credit rating in recent years
(Moody’s Investors Service to B2 and Standard and Poors to B+). Foreign invest-
ment inflows rose to a record $783 million in 1999.

The economy as a whole grew by 2.4 percent in 1999, despite the negative impact
of the Kosovo crisis. Economic growth, particularly in Bulgaria’s private sector, has
not been rapid enough to prevent a rise in unemployment, which reached 18 percent
in 2000. However, the Bulgarian government projects sustained economic growth of
four to five percent annually over the next few years. In addition, the true size of
the economy is as much as 20 to 30 percent larger than that reported by official
statistics, which do not include the informal or shadow economy.

With two-way trade in goods and services accounting for over 90 percent of GDP,
Bulgaria is very sensitive to changes in the world economy and global prices. Over
half of Bulgaria’s trade is directed toward Western and Central Europe.

Bulgaria’s currency board arrangement (CBA) provides that the Bulgarian Na-
tional Bank (BNB) must hold sufficient foreign currency reserves to cover all domes-
tic currency (leva) in circulation, including the leva reserves of the banking system.
BNB can only refinance commercial banks in the event of systemic risk to the bank-
ing system.

Bulgaria’s association agreement with the European Union (EU) took effect Janu-
ary 1, 1994, and Bulgaria began EU accession negotiations in 2000. A bilateral in-
vestment treaty with the United States took effect in July 1994.

2. Exchange Rate Policy

Bulgaria redenominated the currency on July July 5, 1999, replacing 1000 old
leva (BGL) with one new lev (BGN). Until January 1, 1999, the CBA fixed the ex-
change rate at 1000 old leva to one German mark. Since then, the lev has been
pegged to the euro at the rate of 1,955.83 old leva (now 1.95583 new leva) per euro.
The Bulgarian National Bank (BNB) sets an indicative daily Dollar rate (based on
the dollar/euro exchange rate) for statistical and customs purposes, but commercial
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banks and others licensed to trade on the interbank market are free to set their own
rates.

Most commercial banks are licensed to conduct currency operations abroad. Com-
panies may freely buy foreign exchange for imports from the interbank market. Bul-
garian citizens and foreign persons may also open foreign currency accounts with
commercial banks. Foreign investors may repatriate 100 percent of profits and other
earnings; however, profits and dividends derived from privatization transactions in
which Brady bonds were used for half the purchase price may not be repatriated
for four years. Capital gains transfers appear to be protected under the revised For-
eign Investment Law; free and prompt transfers of capital gains are guaranteed in
the Bilateral Investment Treaty. A permit is required for hard currency payments
to foreign persons for direct and indirect investments and free transfers
unconnected with import of goods or services.

Bulgaria liberalized its foreign currency laws effective January 1, 2000. Bulgarian
and foreign citizens may take up to BGN 5,000 ($2,200) or an equivalent amount
of foreign currency out of the country without declaration. Regulations allow foreign
currency up to BGN 20,000 ($8,700) to be exported upon written declaration. Trans-
fers exceeding BGN 20,000 must have the prior approval of the BNB. Foreigners
are permitted to export as much currency over the foreign currency equivalent of
BGN 20,000 as they have imported into Bulgaria without prior approval.

3. Structural Policies

The government has implemented legal reforms designed to strengthen the coun-
try’s business climate. Bulgaria has adopted legislation on foreign investment and
secured lending, and is also making significant strides in regulation of the banking
sector and the securities market. However, many businesspersons contend that un-
necessary licensing, administrative inefficiency and corruption continue to hinder
private business development. The government has completed a review of licensing
regimes and eliminated about 100 of these requirements in 2000.

In 1998, Bulgaria reached agreement with the IMF on a three-year program of
far-reaching structural reforms, particularly the privatization of state-owned enter-
prises (SOEs). In June 1999, the government satisfied its commitment to privatize
or commence liquidation of a group of 41 of the largest loss-making SOEs, including
the national airline. The privatization process has commenced for a number of large
enterprises, including the Bulgarian Telecommunications Company, the state insur-
ance company (DZI), the regional state-owned airline (Hemus Air), a tobacco manu-
facturer (Bulgartabak), and others. As of June 2000, the GOB had sold approxi-
mately 82 percent of state assets destined for privatization. All banks except the
State Savings Bank have either been sold or are in the privatization process.

Bulgaria taxes value added, profits and income, and maintains excise and customs
duties. In 1999 government reduced the Value Added Tax by two percentage points
to 20 percent and 